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ScotrTt R. KENNEY

]
o Certified Public Accountant

1374 Commercial Ave., Suite #1
Crystal Falls, Michigan 49920
(906) 875-4393 Fax: (906) 875-3879

INDEPENDENT AUDITOR'S REPORT

The Honorable Mayor and City Council
City of Crystal Falls

401 Superior Avenue
Crystal Falls, Michigan 49920

I have audited the accompanying financial statements of the governmental activities, the business-
type activities, the aggregate discretely presented component unit, each major fund and the aggregate
remaining fund information of the City of Crystal Falls, Michigan, as of and for the year ended September
30, 2006, which collectively comprise the City’s basic financial statements as listed in the table of contents.
These financial statements are the responsibility of the City's elected officials and management. My
responsibility is to express an opinion on these financial statements based on my audit.

I conducted my audit in accordance with auditing standards generally accepted in the United States
of America. Those standards require that I plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. I believe that my audit provides a reasonable basis
for my opinions.

In my opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, the aggregate
discretely presented component unit, each major fund, and the aggregate remaining fund information of the
City of Crystal Falls, Michigan, as of September 30, 2006, and the respective changes in financial position
and cash flows, where applicable, thereof for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

As described in Note A, the City has implemented a new financial reporting model, as required by
the provisions of GASB Statement No. 34, Basic Financial Statements-and Management’s Discussion and
Analysis-for State and Local Governments, as of September 30, 2004.

The Management’s Discussion and Analysis and Budgetary Comparison Schedules as listed in the
table of contents are not a required part of the basic financial statements but are supplementary information
required by accounting principles generally accepted in the United States of America. I have applied certain
limited procedures, which consisted principally of inquiries of management regarding the methods of
measurement and presentation of the required supplementary information. However, I did not audit the
information and express no opinion on it.

Member
American Institute of Certified Public Accountants
Michigan Association of Certified Public Accountants



INDEPENDENT AUDITOR’S REPORT (CONTINUED)

My audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the City of Crystal Falls, Michigan’s basic financial statements. The introductory
section, statistical tables and additional information section are presented for additional analysis and are not
a required part of the basic financial statements. The additional information section has been subjected to
auditing procedures applied in the audit of the basic financial statements and, in my opinion, is fairly
presented in all material respects in relation to the basic financial statements taken as a whole. The
introductory section and statistical tables have not been subjected to the auditing procedures applied in the
audit of the basic financial statements and, accordingly, I express no opinion on them.

77!

Certified Public A

December 21, 2006



CITY OF CRYSTAL FALLS
MANAGEMENT’ S DISCUSSION AND ANALY SIS
September 30, 2006

Using this Annual Report

This annual report consists of a series of financial statements. The Statement of Net Assets and the
Statement of Activities provide information about the activities of the City as awhole and present a
longer-term view of the City’s finances. Fund financia statements tell how these services were
financed inthe short-term, aswell aswhat remainsfor future spending. Fund financial statementsalso
report the City’ s operations in more detail than the government-wide financial statements.

The City asaWhole

The City’s combined net assets decreased 1.6% from ayear ago - decreasing from $6.240 million to
$6.138 million. Aswelook at thegovernmental activities separately from the business-type activities,
we can see that the governmental activities experienced an increase of approximately $6,000 during
theyear (1.0% increase). Thisisprimarily attributed to increasesin capital spending and asubstantial
increasein the underfunded statusin the employee pension plan offset by significantly larger transfers
from the utility funds than in prior years. The business-type activities experienced a decrease in net
assetsof $108 thousand (1.9% decrease). Thedecreaseisattributed tothelargetransferstothegeneral
fund and the spending necessary to compl ete the el ectric system automation project. In a condensed
format, the table bel ow shows acomparison of the net assets (in thousands of dollars) as of the current
date to the prior year:

Governmental Business-Type
Activities Activities Total
2006 2005 2006 2005 2006 2005

Current Assets $ 89 $ 743 $ 591 $ 763 $ 1450 $ 1,506
Noncurrent Assets 655 463 9,382 9,345 10,037 9,808
Total Assets $ 1514 $ 1,206 $9973 $10,108 $11,487 $11,314
Long-Term Debt Outstanding $ 592 $ 519 $4192 $4271 $ 4784 $ 4,790
Other Liabilities 301 73 264 211 565 284
Total Liabilities $ 893 $ 591 $445 $4482 $ 5349 $ 5074
Net Assets

Invested in Capital Assets-Netof Debt $ 630 $ 429 $ 4559 $4584 $ 5189 $ 5013
Restricted 47 83 391 91 438 174
Unrestricted (56) 103 567 950 511 1,053
Total Net Assets $ 621 $ 615 $5517 $5625 $ 6138 $ 6,240



CITY OF CRYSTAL FALLS

MANAGEMENT’S DISCUSSION AND ANALY SIS

September 30, 2006

Unrestricted net asset—the part of net assets that can be used to finance day to day operations,
decreased by $159,000 for the governmental activities. Thisdecrease can be attributed primarily to
the aforementioned transfers from the utility funds, increase in pension underfunding and revenues
that continue to lag inflationary expense increases. The current level of unrestricted net assets for

our governmental activities stands at a deficit of $56,000.

The following table shows the changes of the net assets (in thousands of dollars) as of the current

date to the prior year:

Program Revenues
Charges for Services
Operating Grants and Contributions
Capital Grants and Contributions

General Revenues
Property Taxes
State-Shared Revenues
Unrestricted Investment Earnings
Fines and forfeitures
Other

Transfers

Total Revenues

Program Expenses
Legidative
General Government
Public Safety
Public Works
Recreation & Culture
Community betterment
Public Utilities

Tota Expenses

Change in Net Assets

Governmental Business-Type

Activities Activities Total
2006 2005 2006 2005 2006 2005
$ 159 $ 160 $ 2517 $2488 $ 2676 $2,648
321 0 0 0 321 0
16 0 0 0 16 0
$ 334 $ 302 $ 0 s 0 $ 334 $ 302
224 415 0 0 224 415
46 35 35 28 81 63
1 2 0 0 1 2
48 87 0 0 48 87
580 374 (580) (374) 0 0
$1729 $ 1375 $1972 $2142 $ 3701 $3517
$ 11 $ 11 % 0 s 0 $ 11 $ 1
639 903 0 0 639 903
428 335 0 0 428 335
447 353 0 0 447 353
157 135 0 0 157 135
41 34 0 0 41 34
0 0 2,079 2,142 2,079 2,142
$1723 $1771 $2079 $2142 $3802 $3913
$ 6 $(3%) $ (1070 $ 0 $ (101) $(396)

The City’ snet assetsincreased by $101,000 during the year and remain at amediocrelevel. Thiscan
be attributed to conservative yet necessary planning and spending on capital equipment and projects
and implementation of cost savings measures particularly on health care. Housing and business
construction within the City remained at a slow pace this past year.



CITY OF CRYSTAL FALLS
MANAGEMENT’ S DISCUSSION AND ANALY SIS
September 30, 2006

Governmental Activities

The City’s total governmental revenue increased by approximately $254,000 due to a further
decrease in State Shared Revenues and larger transfers from the business type fundsin comparison
to the prior year.

Expenditures decreased by slightly more than $48,000 during the year. This decreaseis comprised
of the recording of the origina underfunded pension plan status in the prior fiscal year offset
somewhat by the installation of the irrigation system at the golf course.

Business-Type Activities

The City’ sbusiness-type activities consist of the Television, Electric, Water and Sewer Funds. The
City providescabletelevison servicestoresidentsthroughitscabletelevision system. TheCity also
provides electric service to residents by generating hydroelectric power at its own facilities and
supplementsits customers needswith power purchased from WE Energies. The City provideswater
and sewer servicesto residents, which comefrom the City’ sown systems. The Television Fund saw
its revenues increase due to a rate increase implemented to offset rising costs. The Electric Fund
saw its revenues remain constant with the prior year and expenditures rise due to increasing costs
to purchase power in excess of the power generated. The City completed aproject to automate the
power plant operations. Thecost of the project isexpected to haveaseven year payback. The Water
Fund revenues al so remained constant during the year and expenses decreased even though the City
has continued its commitment to locate an updated water source for the City. The Sewer Fund
revenues remained constant during the year and expenses increased substantially due to a large
increase in depreciation.

The City's Funds

Analysisof the City’ smajor fundsbeginson page 12, following the entity-widefinancial statements.
Thefund financia statements provide detailed information about the most significant funds, not the
City asawhole. The City Council createsfundsto help manage money for specific purposesaswell
asto show accountability for certain activities, such asafederal grant/loan. The City’smajor funds
for 2005-2006 includethe General Fund, Mgjor Street Fund, Electric Reserve and Contingency Fund
and each of the business type funds.

The General Fund pays for most of the City’s governmental services. The most significant are
general maintenance of city property and buildings, maintaining the City’ s equipment, police and
fire services and general administration. These services are primarily funded from property taxes
assessed to the residents of the City and revenues shared with the State of Michigan.



CITY OF CRYSTAL FALLS
MANAGEMENT’ S DISCUSSION AND ANALY SIS
September 30, 2006

General Fund Budgetary Highlights

Over the course of the year, the City Council amended the budget to takeinto account events during
the year. The most significant revenue changes was in Transfers from Other Funds which was
increased by $206,000 dueto alarger amount actually being transferred. The City Council adopted
amodification to the budget that matches amounts expended where the budgeted amount was not
adequate to cover the actual expenditures.

Capital Asset and Debt Administration

At the end of the 2006 fiscal year, the City had more than $12,794,000 invested in abroad range of
capital assets, including snow removal equipment, police and fire equipment, land and buildings,
community television system, electric system, water and sewer systems. In addition, the City has
invested significantly in roads and sidewalks within the City which are not included in the total.
These roads are maintained by the City with the costs recorded in the major and local street funds.

Economic Factors and Next Y ear’ s Budgets and Rates

The City’ s budget for 2006-2007 calls for no increase in property tax rates. Because of the impact
of Proposal A and an insecure cash position, the City needs to continue to watch its budget very
closely. The state-wide tax reform act limits growth in taxable value on any individual property to
thelesser of inflation or 5%. Because some propertiesincreasein value by lessthan theinflationary
rate, the mathematical result isthat the total taxable value for the City will grow at arate less than
inflation, before considering new property additions.

The City has entered into an agreement to purchase water from Crystal Falls Township beginning
in fiscal year 2008-2009. The agreement calls for the City to purchase its water needs from the
Township and to maintain the infrastructure of the water system within the City.

Business Type Fundswill continueto be scrutinized carefully to be certain that rates and/or feesfor
services are proportionate to the related expenses.

Contacting the City’ s Management

Thisfinancial report isintended to provide the citizens, taxpayers, customers, and investors with a
general overview of the City’'s finances and to show the City’s accountability for the money it
receives. If you have questions about this report or need additiona information, we welcome you
to contact the manager’ s office.



CITY OF CRYSTAL FALLS
GOVERNMENT WIDE STATEMENT OF NET ASSETS
September 30, 2006

GOVERNMENTAL BUSINESS-TYPE

ACTIVITIES ACTIVITIES TOTAL
ASSETS
CURRENT ASSETS
Cash and equivalents $ 533,130 $ 344217 $ 877,347
Receivables - net 129,960 247,293 377,253
Prepaid expenses 45,958 0 45,958
Other 0 0 0
Internal balances 150,000 0 150,000
TOTAL CURRENT ASSETS $ 859,048 $ 591,510 $ 1,450,558
RESTRICTED ASSETS - Cash and equivalents $ 0 $ 408,888 $ 408,888
NON-CURRENT ASSETS
Property and equipment, net of depreciation $ 654,782 $ 8,830,456 $ 9,485,238
Other 0 142,544 142,544
TOTAL NON-CURRENT ASSETS $ 654,782 $ 8,973,000 $ 9,627,782
TOTAL ASSETS $ 1513830 $ 9,973,398 $ 11,487,228
LIABILITIES
CURRENT LIABILITIES
Accounts payable $ 133,637 $ 107,846 $ 241,483
Accrued and other liabilities 15,031 76,678 91,709
Interprogram payables 150,000 0 150,000
Current part of non-current liabilities 2,584 79,000 81,584
TOTAL CURRENT LIABILITIES $ 301,252 $ 263524 % 564,776
LIABILITIESPAYABLE FROM RESTRICTED ASSETS $ 0 $ 292,664 $ 292,664
NON-CURRENT LIABILITIES
Compensated absences $ 22,650 $ 0 s 22,650
Notes payable 15,506 0 15,506
Revenue bonds payable 0 3,899,336 3,899,336
Unfunded accrued actuarial pension liability 554,040 0 554,040
TOTAL NON-CURRENT LIABILITIES $ 592,197 $ 3,899,336 $ 4,491,533
TOTAL LIABILITIES $ 893449 $ 4455524 $ 5,348,973
NET ASSETS
Invested in capital assets, net of related debt $ 629,548 $ 4,559,456 $ 5,189,004
Restricted for
Prepaid expenses 45,958 0 45,958
Drug forfeitures 1,580 0 1,580
Bond discount 0 8,550 8,550
Debt service 0 292,664 292,664
Repair and reconstruction 0 90,110 90,110
Unrestricted (56,704) 567,094 510,390
TOTAL NET ASSETS $ 620,382 ¢ 5517,874 ¢ 6,138,256

Notesto Financial Statements are an integral part of this statement.
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CITY OF CRYSTAL FALLS
GOVERNMENT WIDE STATEMENT OF ACTIVITIES
Y ear ended September 30, 2006

PROGRAM REVENUES

NET REVENUE (EXPENSE) AND CHANGES IN NET ASSETS

CHARGES OPERATING CAPITAL PRIMARY GOVERNMENT
FOR GRANTSAND GRANTSAND GOVERNMENTAL BUSINESS-TYPE
FUNCTIONS/PROGRAMS EXPENSES SERVICES CONTRIBUTIONS CONTRIBUTIONS ACTIVITIES ACTIVITIES TOTAL
Governmental Activities
Legidative $ 10,861 $ 0% 0% 0o $ (10,861) $ (10,861)
General government 639,308 24,551 0 0 (614,757)
Public safety 428,268 0 0 16,000 (412,268) (412,268)
Public works 447,149 0 320,621 0 (126,528) (126,528)
Parks and recreation 157,165 134,299 0 0 (22,866) (22,866)
Community betterment 40,483 0 0 0 (40,483) (40,483)
TOTAL GOVERNMENTAL ACTIVITIES $ _1.723234 ¢ _ 158850 3 320,621 $ 16,000 (1,227,763) $ (613,006)
Business-Type Activities
Television $ 208936 $ 225340 $ 0% 0 16,404 $ 16,404
Electric 1,301,994 1,619,046 317,052 317,052
Water 133514 323,435 189,921 189,921
Sewer 434,130 348,988 0 0 (85,142) (85,142)
TOTAL BUSINESS TYPE ACTIVITIES $ _2078574 ¢ 2516809 $ 0 s 0 438235 $ 438,235
GENERAL REVENUES
Property taxes $ 333,687 0 $ 333,687
State shared revenues and grants 224,175 0 224,175
Unrestricted investments earnings 46,252 34,615 80,867
Fines and forfeitures 907 0 907
Other 23,184 0 23,184
SPECIAL ITEM - Sale of property/timber 25,188 0 25,188
TRANSFERS 580,000 (580,000) 0
TOTAL GENERAL REVENUESAND TRANSFERS  $ 1,233,393 (545385 $ 688,008
CHANGE IN NET ASSETS $ 5,630 (107,150) $ (101,520)
Net assets - beginning 614,752 5,625,024 6,239,776
NET ASSETS-ENDING $ 620,382 5517874 ¢ 6,138,256

The Notesto Financial Statements are an integral part of this statement.
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CITY OF CRYSTAL FALLS
GOVERNMENTAL FUNDS BALANCE SHEET
COMBINED BALANCE SHEET
September 30, 2006

ELECTRIC NON-MAJOR TOTAL
MAJOR RESERVE & GOVERNMENTAL GOVERNMENTAL
GENERAL STREET CONTINGENCY FUND FUNDS
ASSETS
Cash and equivalents $ 169977 $ 27362 $ 256,755 $ 79,036 $ 533,130
Accounts receivable 4,891 0 0 0 4,891
Due from other funds 0 150,000 0 0 150,000
Due from other governmental units 95,039 21,362 0 8,668 125,069
Prepaid expenses 45,958 0 0 0 45,958
Bond discount 0 0 0 0 0
TOTAL ASSETS $ 315865 $ 198,724 $ 256,755 $ 87,704 % 859,048
LIABILITIES
Accounts payable $ 127,85 $ 5378 $ 0 $ 403 $ 133,637
Accrued payroll expense 14,737 194 0 100 15,031
Due to other funds 150,000 0 0 0 150,000
Accrued taxes and withholdings 0 0 0 0 0
Other liabilities 0 0 0 0 0
TOTAL LIABILITIES $ 292593 $ 5572 $ 0 $ 503 $ 298,668
FUND BALANCES
Reserved for

Prepaid expenses $ 45958 $ 0 % O 0 % 45,958
Drug forfeitures 1,580 0 0 0 1,580
Debt service 0 0 0 0 0
Unreserved (24,266) 193,152 256,755 87,201 512,842
TOTAL FUND EQUITY $ 23272 $ 193152 $ 256,755 $ 87,201 % 560,380

TOTAL LIABILITIESAND FUND EQUITY $ 315865 $ 198,724 $ 256,755 $ 87,704 % 859,048

The Notesto Financial Statements are an integral part of this statement.
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CITY OF CRYSTAL FALLS
RECONCILIATION OF BALANCE SHEET OF
GOVERNMENTAL FUNDSTO THE STATEMENT OF NET ASSETS
September 30, 2006

Total fund balance - total governmental funds $ 560,380

Amounts reported for governmental activities in the Statement

of Net Assets are different because:
Capital assets used in governmental activities are not financial resources and are not
654,782

reported in the funds net of related depreciation

Long term liabilities:
Accumulated employee vacation pay not used in current period (22,650)
Notes payable on Industrial Park Infrastructure (18,090)
(554,040)

Unfunded accrued actuarial pension liability not payable in the current period

NET ASSETS OF GOVERNMENTAL ACTIVITIES $ 620,382

13



CITY OF CRYSTAL FALLS
ALL GOVERNMENTAL FUND TYPES
COMBINED STATEMENT OF REVENUES, EXPENDITURES
AND CHANGESIN FUND BALANCE
Y ear ended September 30, 2006

ELECTRIC NON-MAJOR TOTAL
MAJOR RESERVE & GOVERNMENTAL GOVERNMENTAL
GENERAL STREET CONTINGENCY FUNDS FUNDS
REVENUES
Genera property taxes $ 332212 $ 0 $ 0 3% 1475 $ 333,687
Federal grants 16,000 0 0 0 16,000
State shared revenues and grants 224,175 255,354 0 65,267 544,796
Charges for services 158,850 0 0 0 158,850
Fines and forfeitures 907 0 0 0 907
Interest and rentals 117,494 722 6,755 3,514 128,485
Sale of property/timber 25,188 0 0 0 25,188
Other 23,184 0 0 0 23,184
TOTAL REVENUES $ 898,010 $ 256,076 $ 6,755 $ 70,256 $ 1,231,097
EXPENDITURES
Legidative $ 10,861 $ 0 $ 0 3% 0 3% 10,861
General government 539,438 6,646 0 5,383 551,467
Public safety 420,398 0 0 0 420,398
Public works 257,868 125,013 0 108,735 491,616
Parks and recreation 148,115 0 0 0 148,115
Community betterment 40,483 0 0 0 40,483
Debt service 0 0 0 2,584 2,584
Capital outlay 258,648 0 0 0 258,648
TOTAL EXPENDITURES $ 1675811 $ 131659 $ 0 $ 116,702 $ 1,924,172
EXCESS OF REVENUES
OVER (UNDER) EXPENDITURES $ (777,801) $ 124417 $ 6,755 $ (46,446) $ (693,075)
OTHER FINANCING SOURCES (USES)
Transfer from other funds $ 635000 $ 0 % 0 $ 46,800 $ 681,800
Transfer to other funds 0 (46,800) 0 (55,000) (101,800)
EXCESS OF REVENUES AND OTHER
FINANCING USESOVER EXPENDITURES $ (142,801) $ 77617 $ 6,755 $ (54,646) $ (113,075)
Fund balance - beginning 166,073 115,535 250,000 141,847 673,455
FUND BALANCE - ENDING $ 23272 $ 193,152 $ 256,755 $ 87201 $ 560,380

Notes to Financial Statements are an integral part of this statement.
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CITY OF CRYSTAL FALLS
RECONCILIATION OF STATEMENT OF REVENUES,
EXPENDITURES AND CHANGES IN FUND BALANCE

TO THE STATEMENT OF ACTIVITIES
Y ear ended September 30, 2006

Net change in fund balance - total governmental funds $ (113,075)

Amounts reported for governmental activities in the Statement
of Activities are different because:
Governmental funds report capital outlays as expenditures; in the Statement of Activities
these costs are allocated over their estimated useful life and reported as depreciation 191,949

Payments on long term debt; these expenditures are reflected as areduction of liabilities
on government-wide statements and an expenditure in the governmental fund statements 2,584

Decreases in accumulated employee vacation are recorded when earned in the
Statement of Activities 9,081

Rental of equipment recorded as income and expenditures in the various governmental
funds and eliminated in the Statement of Activities 0

Increase in unfunded accrued actuarial pension liability not requiring the use of current

financia resources (84,909)
CHANGE IN NET ASSETS OF GOVERNMENTAL ACTIVITIES$ _ 5630
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CITY OF CRYSTAL FALLS

STATEMENT OF NET ASSETS
BUSINESS TYPE FUNDS
September 30, 2006
TELEVISION ELECTRIC WATER SEWER
UTILITY UTILITY UTILITY UTILITY TOTAL
ASSETS
Current Assets:
Cash and equivalents $ 23573 $ 73608 $ 106,087 $ 140,949 344,217
Accounts receivable 0 233,041 0 0 233,041
Due from other governmental units 0 0 0 14,252 14,252
TOTAL CURRENT ASSETS $ 23573 $ 306649 $ 106,087 $ 155,201 591,510
Restricted Assets $ 0 $ 14218 $ 0 $ 266,703 408,888
Property, Plant and Equipment:
Utility plant and equipment $ 152474 $ 1,796,016 $ 262616 $ 8,588,882 10,799,988
Construction in progress 0 0 185,765 0 185,765
Less accumulated depreciation (79,001) (413,949) (179,389) (1,482,958) (2,155,297)
TOTAL PROPERTY, PLANT AND EQUIPMENT $ 73473 $ 1,382,067 $ 268992 $ 7,105,924 8,830,456
Other Assets:
Bond Discount $ 0% 8550 $ 0 $ 0 8,550
Investments 0 133,994 0 0 133,994
TOTAL OTHER ASSETS $ 0 $ 142544 $ 0% 0 142,544
TOTAL ASSETS $ 97,046 $ 1973445 $ 375079 $ 7,527,828 9,973,398
LIABILITIES
Current Liabilities:
Accounts payable $ 13,469 $ 41437 $ 51,758 $ 1,182 107,846
Salaries and wages payable 435 18,837 694 939 20,905
Sales tax payable 0 4,058 0 0 4,058
Interest payable 0 13,291 0 12,566 25,857
Customer deposits 0 25,858 0 0 25,858
Current portion of long term debt 0 30,000 0 49,000 79,000
TOTAL CURRENT LIABILITIES $ 13904 $ 133481 $ 52452 $ 63,687 263,524
Long Term Liabilities $ 0 $ 890,000 $ 0 $ 3,302,000 4,192,000
TOTAL LIABILITIES $ 13904 $ 1023481 $ 52452 $ 3,365,687 4,455,524
NET ASSETS
Invested in capital assets - net of related debt $ 73473 $ 462,067 $ 268992 $ 3,754,924 4,559,456
Restricted for bond discount 0 8,550 0 0 8,550
Restricted for debt service 0 116,071 0 176,593 292,664
Restricted for future construction and improvements 0 0 0 90,110 90,110
Unrestricted 9,669 363,276 53,635 140,514 567,094
TOTAL NET ASSETS $ 83142 $ 949,964 $ 322627 $ 4,162,141 5,517,874

Notes to Financial Statements are an integral part of this statement.
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CITY OF CRYSTAL FALLS

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

BUSINESS TYPE FUNDS

Y ear ended September 30, 2006

OPERATING REVENUES
User charges $
Other

TOTAL OPERATING REVENUES $

OPERATING EXPENSES
Genera and administrative
Salaries and wages $
Employee benefits
Contracted services
Transmission, distribution and maintenance
Salaries and wages
Employee benefits
Supplies
Contracted services
Other
Power plant
Salaries and wages
Employee benefits
Supplies
Contracted services
Other
Depreciation
Interest and fees

TOTAL OPERATING EXPENSES $
OPERATING INCOME (LOSS) $

NON-OPERATING INCOME (EXPENSE)
Interest $

NON-OPERATING TRANSFERS
To other funds $

NET INCOME (LOSS) $
Net assets - beginning

NET ASSETS - ENDING $

TELEVISION  ELECTRIC WATER SEWER

UTILITY UTILITY UTILITY UTILITY TOTAL
224659 $ 1587728 $ 323435 $ 348983 $ 2,484,810
681 31,318 0 0 31,999
225340 $ 1619046 $ 323435 $ 348988 $ 2,516,809
415 $ 41564 $ 19400 $ 13546 $ 74,925
31 3,078 1,430 7,007 11,636

0 1,256 785 785 2,826
25,709 163,420 36,532 37,005 262,666
13,358 102,380 27,937 19,426 163,101
1,030 38,528 31,603 4,748 75,909
154,980 706,487 2,182 13,797 877,446
4,149 26,606 8,393 8,872 48,020
0 62,170 0 0 62,170

0 40,450 0 0 40,450

0 4,762 0 0 4,762

0 3,598 0 0 3,598

0 3,152 0 0 3,152
9,264 63,790 5,252 176,120 254,426
0 40,753 0 152,734 193,487
208936 $ 1,301,994 $ 133514 $ 434130 $ 2078574
16404 $ 317052 $ 189921 $ (85142) $ 438235
0 $ 23401 $ 2860 $ 8354 $ 34,615
(50,0000 $  (430,0000 $ (100,000) $ 0 $  (580,000)
(33596) $  (89547) $ 92781 $ (76,788) $ (107,150
116,738 1,039,511 229846 4,238,929 5,625,024
83142 $ 949964 $ 322627 $ 4162141 $ 5517874

Notesto Financial Statements are an integral part of this statement.
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CITY OF CRYSTAL FALLS

STATEMENT OF CASH FLOWS
BUSINESS TYPE FUNDS
Y ear ended September 30, 2006

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from customers
Payments to suppliers
Payments to or on behalf of employees

TOTAL CASH FLOWS FROM
OPERATING ACTIVITIES

CASH FLOWS FROM NON-CAPITAL
FINANCING ACTIVITIES
Transfer from (to) other funds
Loans from (repaid to) other funds

TOTAL CASH FLOWS FROM
NON-CAPITAL FINANCING ACTIVITIES

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Payments on capital debt
Purchases of capital assets
Funding of restricted accounts

TOTAL CASH FLOWS FROM CAPITAL
AND RELATED FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Interest earned
Investments purchased

TOTAL CASH FLOWS FROM INVESTING ACTIVITIES

NET INCREASE (DECREASE) IN CASH
Cash and equivalents - beginning

CASH AND EQUIVALENTS - ENDING

RECONCILIATION OF OPERATING INCOME (LOSS)
TO NET CASH PROVIDED (USED) BY
OPERATING ACTIVITIES
Operating income (l0ss)
Adjustments to Reconcile Operating Income to Net Cash
Provided (Used) by Operating Activities
Depreciation
Capital interest and fees
Changein Assets and Liabilities
Receivables - net
Due from other governmental units
Accounts payable
Accrued salaries and wages
Accrued salestax

NET CASH PROVIDED BY OPERATING ACTIVITIES

$

$

$

TELEVISION ELECTRIC  WATER SEWER
UTILITY UTILITY  UTILITY  UTILITY TOTAL
224659 $ 1606595 $ 324,066 349575 $ 2,504,895
(158,056) (781,492) 994 (29,601) (968,155)
(40,103) (411,033) (85,664) (76,944) (613,744)
26500 $ 414070 $ 239,39 243030 $ 922,996
(50,000) (430,000)  (100,000) 0 (580,000)
0 0 0 0 0
(50,000) $ (430,000) $ (100,000) 0 $ (580,000)
0 $ (70628 $ 0 (199,911) $  (270,539)
(2,405) (41,790)  (185,766) 0 (229,961)
0 (49) 0 (31,797) (31,846)
(2405) $ (112467) $ (185766) $ (231708) $  (532,346)
0$ 23401 $ 2,861 8354 $ 34,616

0 (18,651) 0 0 (18,651)

0 $ 4750 $ 2,861 8354 $ 15,965
(25905) $ (123647) $  (43,509) 19676 $  (173,385)
49,478 197,255 149,596 121,273 517,602
23573 ¢ 73608 ¢ 106,087 140949 ¢ 344217
16404 $ 317052 $ 189,921 (85142) $ 438,235
9,264 63,790 5,252 176,120 254,426
0 40,753 0 152,734 193,487

0 (12,664) 631 14,839 2,806

0 0 0 (14,252) (14,252)
1,422 2,897 43,957 (1,399) 46,877
(590) 2,029 (365) 130 1,204

0 213 0 0 213
26500 ¢ 414070 ¢ 239396 ¢ 243030 ¢  922,9%

Notesto Financial Statements are an integral part of this statement.
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CITY OF CRYSTAL FALLS
STATEMENT OF NET ASSETS
FIDUCIARY FUNDS
September 30, 2006

PERPETUAL
CEMETERY TAX
CARE COLLECTIONS TOTAL
ASSETS
Cash and equivalents $ 21,540 $ 2,442 $ 23,982
Accounts receivable 185 0 185
TOTAL ASSETS $ 21,725 $ 2442 $ 24,167
LIABILITIESAND FUND EQUITY
Liabilities
Dueto other funds $ 0% 0% 0
Due to other governmental units 0 2,442 2,442
TOTAL LIABILITIES $ 0% 2442 $ 2,442
Fund Equity
Fund balance - reserved $ 20,419 $ 0% 20,419
Fund balance - unreserved 1,306 0 1,306
TOTAL LIABILITIES
AND FUND EQUITY $ 21,725 $ 2442 $ 24,167

Notesto Financial Statements are an integral part of this statement.
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CITY OF CRYSTAL FALLS
STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
FIDUCIARY FUND
Y ear ended September 30, 2006

Perpetual
Care
Fund
REVENUES
Perpetual care fees $ 2,958
Interest income 452
TOTAL REVENUES $ 3,410
TRANSFERS - (to) other funds $ 0
EXCESS OF REVENUES

OVER (UNDER) TRANSFERS $ 3,410
Fund balance - beginning 18,315
FUND BALANCE - ENDING $ 21,725

Notes to Financial Statements are an integral part of this statement.
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CITY OF CRYSTAL FALLS
NOTES TO FINANCIAL STATEMENTS
September 30, 2006

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the City of Crystal Falls (City) conform to accounting principles generaly
accepted in the United States of America (GAAP) as applicable to governmental units. The followingisa
summary of the significant accounting policies used by the City:

Reporting Entity

The City isgoverned by an elected five member council (Council). The accompanying financial statements
represent the entire government as the City does not have any component units that are required to be
presented, either discretely or blended.

Government-Wide and Fund Financial Statements

The government-wide statements (i.e., the statement of net assets and the statement of changesin net assets)
report information on all of the nonfiduciary activities of the government. For the most part, the effect of
interfund activity has been removed from these statements. Governmental activities, normally supported by
taxes and intergovernmental revenues, are reported separately from business-type activitieswhich rely to a
significant extent on fees and charges for support.

The statement of activities demonstrates the degree to which the direct expenses of a given function or
segment are offset by program revenues. Direct expenses are those that are clearly identifiable with a
specific function or segment. Program revenues include: (1) charges to customers or applicants who
purchase, use, or directly benefit fromgoods, services, or privilegesprovided by agiven function or segment;
and (2) grants and contributions that are restricted to meeting the operational or capital requirements of a
particular function or segment. Taxes and other items not properly included among program revenues are
reported instead as general revenue.

Separate financial statements are provided for governmental funds, proprietary funds and fiduciary funds,
even though the latter are excluded from the government-wide financial statements. Mgjor individual
governmental funds and major individual enterprise funds are reported as separate columns in the fund
financial statements.

M easurement Focus, Basis of Accounting and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources measurement focus
and the accrual basis of accounting, as are the proprietary fund and fiduciary fund financial statements.
Revenue is recorded when earned and expenses are recorded when aliability isincurred, regardless of the
timing of related cash flows. Property taxes are recognized asrevenuein the year for which they are levied.
Grants and similar items are recognized as revenue as soon as al digibility requirements imposed by the
provider have been met.
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CITY OF CRYSTAL FALLS
NOTES TO FINANCIAL STATEMENTS
September 30, 2006

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
M easur ement Focus, Basis of Accounting and Financial Statement Presentation (continued)

Governmental fund financial statementsarereported using thecurrent financial resourcesmeasurement focus
and the modified accrual basis of accounting. Revenue is recognized as soon asit is both measurable and
available. Revenueis considered to be availableif it is collected within the current period or soon enough
thereafter to pay liabilities of the current period. For this purpose, the government considersrevenuesto be
availableif they are collected within 60 days of the end of the current fiscal period. Expendituresgenerally
arerecorded when aliability isincurred, as under accrual accounting. However, debt service expenditures,
expenditures relating to compensated absences, and claims and judgments are recorded only when payment
isdue.

Taxes Receivable—Current Property Taxes

Property taxes attach as an enforceable lien on property as of January 1. Taxes levied on December 1 are
payable in one installment by the last day of February of the ensuing year without penalty. The City bills
and collects its own property taxes and also taxes for the Forest Park School District, Dickinson-lron
Intermediate School District, State of Michigan, Iron County and the Crystal Falls Community District
Library. Collections and remittances of county and library taxes are accounted for in the Tax Collection
Fund. City real property taxes are recognized when levied and personal property taxes are recognized when
received.

The City ispermitted to assess 20 millsfor general governmental servicesaccordingtoitscharter. The City
actually assessed 17.50 mills generating net tax collections of $330,602 that isrecorded in the general fund
and $1,475 that is recorded in its tax incremental financing fund.

The government reports the following major governmental funds:

TheGeneral Fundisthegovernment’ sprimary operating fund. It accountsfor all financial resources
of the general government, except those required to be accounted for in another fund.

The Mgjor Street Fund accounts for the resources of state gas and weight tax revenues that are
restricted for use on Major Streets.

The Electric Reserve and Contingency Fund is used to account for financial resources to be used
for the acquisition and construction of major capital facilitiesinthe Electric Department with acost
of not less than $25,000.00. The City Charter requires atransfer of ten percent of the net income
before transfers of the Electric Fund be made annually to the Fund but not |ess than $10,000 up to
maximum accumulation of $250,000.00 unless a higher maximum accumul ation is approved by the
City Council.
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CITY OF CRYSTAL FALLS
NOTES TO FINANCIAL STATEMENTS
September 30, 2006

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
M easur ement Focus, Basis of Accounting and Financial Statement Presentation (continued)
The government reports the following major proprietary funds:
The Television Fund accounts for the activities of the community television system.
The Electric Fund accounts for the activities of the power generation and distribution system.
The Water Fund accounts for the activities of the water distribution system.
The Sewer Fund accounts for the activities of the sewer collection system.

Private-sector standards of accounting issued prior to December 1, 1989, are generally followed in both the
government-wide and proprietary fund financial statementsto the extent that those standards do not conflict
with the standards of the Governmental Accounting Standards Board. The government has elected to aso
follow private-sector standards issued after November 30, 1989 for its business-type activities.

Asagenera rule, the effect of interfund activity has been eliminated from the government-wide financial
statements. Exceptionstothisgeneral ruleare chargesbetween the government’ sutility function and various
other functions of the government. Eliminations of these chargeswould distort thedirect costsand program
revenues reported for the various functions concerned.

Amountsreported as program revenueinclude: (1) chargesto customers or applicantsfor goods, servicesor
privilegesprovided; (2)operating grantsand contributions; and (3) capital grantsand contributions, including
specia assessments. Internally dedicated resources are reported as general revenue rather than as program
revenue. Likewise, general revenueincludes al taxes.

Proprietary funds distinguish operating revenue and expenses from nonoperating items. Operating revenue
and expensesgenerally result from providing servicesand producing and delivering goodsin connectionwith
aproprietary fund' s principal ongoing operations. The principal operating revenue of the City’ s proprietary
fundsrelate to charges to customersfor sales and services. The utility funds a so recognizes the portion of
the fees intended to recover current costs (e.g., labor and material s to hook up new customers) as operating
revenue. Theportionintendedto recover thecost of theinfrastructureisrecognized asnonoperating revenue.
Operating expenses for proprietary funds include the cost of sales and services, administrative expenses,
depreciation on capital assets and debt costs associated with financing upgrades to the utility systems. All
revenue and expenses not meeting this definition are reported as nonoperating revenue and expenses.

Assets, Liabilities, and Net Assets or Equity
Bank Deposits and Investments— Cash and cash equivalents are considered to be cash on hand, demand

deposits, and short-term investments with a maturity of six months or less when acquired. Investments are
stated at fair value.
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CITY OF CRYSTAL FALLS
NOTES TO FINANCIAL STATEMENTS
September 30, 2006

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Assets, Liabilities, and Net Assets or Equity (Continued)
Receivablesand Payables—-In general, outstanding bal ancesbetween fundsarereported as* dueto/from other

funds.” Any residual balances outstanding between the governmental activities and the business-type
activities are reported in the government-wide financial statements as “ due to/from other funds.”

All trade and property tax receivables are shown as net of alowance for uncollectible amounts. Property
taxesarelevied on each December 1% on thetaxable valuation of property as of the preceding December 31%.
Taxes are considered delinquent on March 1% of the following year, at which time penalties and interest are
assessed.

Inventories and Prepaid Items— Inventories are valued at cost, on afirst-in, first-out basis. Inventories of
governmental funds are recorded as expenditures when consumed rather than when purchased. Certain
paymentsto vendors reflect costs applicable to future fiscal years and are recorded as prepaid itemsin both
government-wide and fund financial statements.

Restricted Assets— The revenue bonds of the enterprise funds require amounts to be set aside for
construction, debt service principal and interest, operations and maintenance, and a bond reserve. These
amounts have been classified as restricted assets. In addition, the deposits placed on account by utility
customers are also classified as restricted.

Capital Assets— Capital assets, which include property, plant and equipment are reported in the applicable
governmental or busi ness-typeactivitiescolumninthegovernment-widefinancial statements. Capital assets
are defined by the government as assets with an initial individual cost of more than $1,000 and an estimated
useful lifein excess of one year. Such assets are recorded at historical cost or estimated historical cost if
purchased or constructed. Donated capital assets are recorded at estimated fair market value at the date of
donation.

The City has el ected not to report itsinfrastructure assets (e.g., roads, bridges, sidewalks, and similar items)
which isin compliance with Governmental Accounting Standards Board Statement Number 34 as the City
is a “tier three” entity. All future infrastructure asset additions will be recorded and reported in the
government wide financial statements.

Interest incurred during the construction of capital assets of business-type activitiesisincluded as part of the
capitalized value of the assets constructed.
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CITY OF CRYSTAL FALLS
NOTES TO FINANCIAL STATEMENTS
September 30, 2006

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
Assets, Liabilities, and Net Assets or Equity (Continued)

Property, plant and equipment is depreciated using the straight-line method over the following useful lives:

Buildings 40 to 60 years
Building Improvements 15to 30 years
Television/Internet 5t0 25 years
Electric System 5t0 40 years
Water and Sewer Lines 40 to 60 years
Roads 10to 30 years
Other Infrastructure 10to 40 years
Vehicles 3to5years
Office Equipment 5t0 7 years
Computer Equipment 3to 7 years

Compensated Absences (V acation, Compensatory and Sick L eave)— It isthe government’ s policy to permit
employees to accumulate earned but unused vacation, compensatory and sick pay benefits. The City does
not have a determinable liability for unpaid accumulated sick leave since the government has a policy not
to pay any portion of the accumul ated benefitsto empl oyees upon separation from service. All vacation and
compensatory leave pay is accrued when incurred in the government-wide and proprietary fund financia
statements. A liability for these amountsis reported in governmental funds only for employee terminations
as of year-end and for amounts used within 60 days following the year end.

L ong-Term Obligations— In the government-wide financial statements and the proprietary fund typesin the
fund financial statements, long-term debt and other long-term obligations are reported as liabilities in the
applicable governmental activities, business-type activities, or proprietary fund type statement of net assets.
Bond premiumsand discounts, aswell asissuance costs, are deferred and amortized over thelife of the bonds
using the straight line method. Bonds payable are reported net of the applicable bond premium or discount.
Bond issuance costs are reported as deferred charges and amortized over the term of the related debt. Inthe
fundfinancial statements, governmental fund typesrecognize bond premiumsand discounts, aswell asbond
issuance costs during the current period. The face amount of debt issued is reported as other financing
sources. Premiums received on debt issuances are reported as other financing sources while discounts are
reported as other financing uses. Issuance costs are reported as debt service expenditures.

Fund Equity— In the fund financia statements, governmental funds report reservations of fund balance for
amounts that are not available for appropriation or are legally restricted by outside parties for use for a
specific purpose. Designations of fund balance represent tentative management plans that are subject to
change.
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CITY OF CRYSTAL FALLS
NOTES TO FINANCIAL STATEMENTS
September 30, 2006

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Compar ative Data/Reclassifications

Comparativetotal datafor the prior year have been presented only for individual enterprisefundsinthefund
financial statements in order to provide an understanding of the changes in the financial position and
operations of these funds. Also, certain amounts presented in the prior year data have been reclassified in
order to be consistent with the current year’' s presentation.

NOTE B - EXCESS OF EXPENDITURES OVER APPROPRIATIONS IN BUDGETARY FUNDS

P.A. 621 of 1978, section 18(1), asamended, providesthat alocal unit shall not incur expendituresin excess
of the amount appropriated.

In the body of the financial statements, the City's actual expenditures, budgeted expenditures and related
variances for the budgetary funds have been shown on an activity basis. The approved budgets of the City
for these budgetary funds were adopted to the activity level.

The City Council adopted an amendment to itsbudget, changing budgeted amountsto the actual expenditure
balanceif theinitially adopted amounts lagged the expenditures. Asaresult, no expenditures exceeded the
budgetary amounts.

NOTE C - ACCUMULATED UNRESERVED/UNDESIGNATED FUND DEFICITS

The City’ sgeneral fund has an accumulated unreserved/undesignated deficit of $24,266 as of September
30, 2006. All other funds do not have a deficit as of September 30, 2006

NOTE D - CASH AND EQUIVALENTS
At year end, the carrying amount of the City's deposits (checking, savings, money market and short

term certificates of deposit) was $1,286,235. The City's deposits are in accordance with statutory
authority. The bank balanceis classified asto credit risk as follows:

Amount insured by the F.D.I.C. $ 300,000
Amount uninsured and uncollateraized 986,235
TOTAL CASH $ 1,286,235
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CITY OF CRYSTAL FALLS
NOTES TO FINANCIAL STATEMENTS
September 30, 2006

NOTE E - INVESTMENTS

The City adopted an investment policy pursuant to state law. The investments were held in a
membership in the Upper Peninsula Power Producers Agency, LLC (UPPPA). The City has invested
$142,544 as of the September 30, 2006, and expects to receive an ongoing return of 12% per annum.

NOTE F-LONG TERM DEBT

1998 SEWER UTILITY SYSTEM REVENUE BOND

Date Payment Due Principal Interest
March 1, 2007 $ 75,398 $ 0 $ 75,398
September 1, 2007 124,398 49,000 75,398
March 1, 2008 74,295 0 74,295
September 1,2008 125,295 51,000 74,295
March 1, 2009 73,148 0 73,148
September 1,2009 126,148 53,000 73,148
March 1, 2010 71,955 0 71,955
September 1, 2010 127,955 56,000 71,955
March 1, 2011 70,695 0 70,695
September 1, 2011 128,695 58,000 70,695

2012 - 2038 5,387,820 3,084,000 2,303,820
$ 6,385,800 $3,351,000 $ 3,034,800

A Sewer System Revenue Bond was issued for $3,673,000 dated September 23, 1998. The bond
requires annual principal payments as scheduled above and bears interest at the rate of 4.5% per annum.
Interest is payable semiannually on March 1 and September 1 of each year.

The Bond is subject to redemption prior to maturity at the option of the City, either in whole or in
part; onany interest payment date, at par plus accrued interest.

1999 ECONOMIC DEVELOPMENT FINANCING AGREEMENT

On January 1, 1999, the City received Community Devel opment Block Grant money in the form of
a partially forgivable loan in the amount of $232,591. These funds were disbursed as infrastructure
improvements were completed and invoiced. The City pledged $105,000 of its Certificates of Deposit and
its State Shared Revenues as collateral on thisloan.
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CITY OF CRYSTAL FALLS
NOTES TO FINANCIAL STATEMENTS
September 30, 2006

NOTE F - LONG TERM DEBT (CONTINUED)

1999 ECONOMIC DEVELOPMENT FINANCING AGREEMENT (CONTINUED)

During the year, the City requested and received the maximum offset for new jobs created per the
loan terms. This amounted to forgiveness of all of the accrued interest and ninety percent of the principal.
The repayment of the loan began in January, 2005 with annual principal payments of $2,584.34 over aten
year period of time with no interest charged.

2004 ELECTRIC UTILITY SYSTEM REVENUE BOND

Date Payment Due Principal Interest
November 1, 2006 $ 49,938 $ 30,000 $ 19,938
May 1, 2007 19,414 0 19,414
November 1, 2007 54,414 35,000 19,414
May 1, 2008 18,758 0 18,758
November 1, 2008 53,757 35,000 18,757
May 1, 2009 18,101 0 18,101
November 1, 2009 53,101 35,000 18,101
May 1, 2010 17,401 0 17,401
November 1, 2010 57,401 40,000 17,401
May 1, 2011 16,601 0 16,601
2011 - 2024 1,067,829 745,000 248,826

$1,352,714 $ 920,000 $ 432,714

An Electric System Revenue Bond was issued for $950,000 dated September 1, 2004 at a 1%
discount. The bond requires annual principal payments as scheduled above and bears interest at rates
varying from of 3.5% to 5.0% per annum. Interest is payable semiannually on May 1 and November 1 of
each year.

The Bond is subject to redemption prior to maturity at the option of the City, either in whole or in
part; on any interest payment date, at par plus accrued interest.
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CITY OF CRYSTAL FALLS
NOTES TO FINANCIAL STATEMENTS
September 30, 2006

NOTE G - ACCUMULATED VACATION AND SICK PAY

Sick days can accumulate to a maximum of 100 days, and are forfeited upon termination. As of
September 30, 2006, the accumulated sick leave liability approximates $145,234. Annua leave can
accumulate to a maximum of 24 days and may exceed this amount with City Council approval. Upon
termination, a cash payout of the accumulated days at the employee's present hourly rate occurs. As of
September 30, 2006, the estimated liability for unused vacation leave is $ 35,685.

NOTE H - INTERFUND TRANSFERS

The following interfund transfers were recorded during the year and are reflected in the financial
Statements.

Transfer from Transfer to Amount

Electric General $ 430,000
Water Generd 100,000
Television General 50,000
Industrial Park™ Generd 55,000
Major Streets Local Streets 46,800

NOTE | - INTERFUND RECEIVABLES/PAYABLES

As of September 30, 2006, the City’s general fund owed the Mgjor Street Fund $150,000.

NOTE J- PENSION PLAN

The City contributes to the Michigan Municipal Retirement System (MERS), a multiple-employer public
retirement system that acts as acommon investment and administrative agent for municipalitiesin the State
of Michigan.

All full-time City employees are eligible to participatein the MERS. Benefitsvest after ten yearsof service.
Normal retirement provisions of the MERS apply to participants who retire at or after age 60 with at least
10 years of credited service.

Theannual retirement benefits of covered employees vary depending on the valuation division. The annual
retirement benefits range are 2.0% of final average compensation for their last five years of employment
multiplied by their years of credited service.

Actuarial Accrued Liability - The actuarial accrued liability was determined as part of an actuarial
valuation of the plan as of December 31, 2005. Significant actuarial assumptions used in
determining the actuarial accrued liability include (a) arate of return on the investment of present
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CITY OF CRYSTAL FALLS
NOTES TO FINANCIAL STATEMENTS
September 30, 2006

NOTE J- PENSION PLAN

and future assets of 8.0%, (b) projected salary increasesof 4.5% compounded annually, attributable
to inflation, (c) additional projected salary increases ranging from 0.0% to 8.40% per year,
depending on age, attributable to seniority/merit, and (d) the assumption that benefitswill increase
2.5% annually for beneficiaries.

GASB 25 INFORMATION (as of 12/31/05)
Actuarial Accrued Liahility:
Retiree and beneficiaries currently

receiving benefits $ 2,989,322
Terminated employees not yet receiving benefits 35,902
Non-vested terminated employees 0

Current employees:
Accumul ated empl oyee contributions

including allocated investment income 36,514

Employer financed 3,005,224

Total Actuaria Liability $ 6,066,962
Net assets available for benefits, at actuarial value 5,512,922

(Market Value is $5,215,690)

Unfunded (overfunded) actuarial accrued liability $ 554,040
GASB 27 INFORMATION (as of 12/31/04)
Fiscal year beginning July 1, 2007
Annual required contributions (ARC) $104,184
Amortization factor used 0.053632

Contributions Required and Contributions Made - MERS funding policy provides for periodic employer
contributions at actuarially determined rates that, expressed as percentages of annual covered payroll, are
designed to accumulate sufficient assets to pay benefits when due. The normal cost and amortization
payment for the fiscal year ended December 31, 2005 were determined using the entry age normal actuarial
funding method. Unfunded actuarial accrued liabilities, if any, were amortized asalevel percent of payroll
over aperiod of 30 years.

NOTE K - CONTINGENCIESCOMMITMENT

After the close of the fiscal year, the City of Crystal Falls took ownership of the Crystal Manor
Building along with a commitment from Iron County to pay $50,000 to the City and an additional $25,000
inthefutureif the City issuccessful infinding adevel oper for the property. The property iscurrently vacant
and if the building must be razed at a future date, the City will be responsible for the costs associated with
the project. Such cost, if any, can not presently be determined.
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CITY OF CRYSTAL FALLS
NOTES TO FINANCIAL STATEMENTS
September 30, 2006

NOTEL - RISK MANAGEMENT

The City of Crystal Fallsis exposed to variousrisks of lossrelated to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuriesto employees; and natural disasters. The City of Crystal
Falls maintains commercial insurance coverage covering each of thoserisks of loss. Management believes
such coverage is sufficient to prelude any significant uninsured losses to the City. Settled claims have not
exceeded this commercial coverage in any of the past three fiscal years.
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CITY OF CRYSTAL FALLS
BUDGETARY COMPARISON SCHEDULE
GENERAL FUND
Y ear ended September 30, 2006

ORIGINAL AMENDED VARIANCE WITH
BUDGET BUDGET ACTUAL AMENDED BUDGET
Beginning Fund Balance $ 166,073 $ 166,073 $ 166,073 0
Resources (Inflows)
Property taxes 319,200 319,200 332,212 13,012
Federal grants 0 0 16,000 16,000
State shared revenues and grants 262,000 262,000 224,175 (37,825)
Fines and forfeitures 1,000 1,000 907 (93)
Charges for services 157,900 157,900 158,850 950
Interest and rentals 36,500 36,500 117,494 80,994
Sale of property/timber 50,000 50,000 25,188 (24,812)
Other 23,100 23,100 23,184 84
Transfer from other funds 716,480 716,480 635,000 (81,480)
AMOUNTSAVAILABLE FOR APPROPRIATION $ 1,732253 $ 1,732,253 $ 1,699,083 (33,170)
Charges to Appropriations (Outflows)
Legidative
City council $ 8,300 $ 8,300 $ 7,856 444
Mayor 2,600 3,005 3,005 0
General Government
City manager 22,200 22,200 13,458 8,742
Elections 100 896 896 0
Administration 517,300 340,700 337,661 3,039
Clerk 13,000 13,000 12,386 614
Assessor 8,000 13,018 13,018 0
Audit/attorney 12,500 13,644 13,644 0
Board of review 3,900 3,900 3,428 472
Treasurer 7,500 8,083 8,083 0
Buildings and other property 81,400 81,400 75,517 5,883
Cemetery 60,500 61,347 61,347 0
Public Safety
Police 255,800 268,590 268,590 0
Fire 110,000 151,808 151,808 0
Public Works
Maintenance 282,000 232,000 217,027 14,973
Street lighting 35,000 40,841 40,841 0
Parks and Recreation
Parks 26,030 50,092 50,092 0
Softball field 0 371 371 0
Golf course 86,400 86,674 86,674 0
Ski hill 9,550 10,978 10,978 0
Community betterment
Crysta Manor 0 0 0
Other 27,600 40,483 40,483 0
Capital outlay 0 258,648 258,648 0
TOTAL CHARGES TO APPROPRIATIONS $ 1,569,680 $ _1,709978 $ _ 1675811 34,167
BUDGETARY FUND BALANCE--ENDING $ __ 162573 g 22275 $ 23,272 997
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Beginning Fund Balance
Resources (Inflows)
State shared revenues and grants
Interest

AMOUNTSAVAILABLE FOR APPROPRIATION $

Charges to Appropriations (Outflows)

Construction
Route maintenance
Drainage, sweeping and flushing
Trees and shrubs
Roadside betterment
Signsand signals
Winter maintenance
Administration and engineering
Trunk line maintenance:

Route maintenance

Drainage, sweeping and flushing

Trees and shrubs
Roadside betterment
Signs and signals
Winter maintenance

Administration and engineering

Transfer to other funds

TOTAL CHARGES TO APPROPRIATIONS $

BUDGETARY FUND BALANCE--ENDING $

CITY OF CRYSTAL FALLS
BUDGETARY COMPARISON SCHEDULE
MAJOR STREET FUND
Y ear ended September 30, 2006

ORIGINAL  AMENDED VARIANCE WITH
BUDGET  BUDGET  ACTUAL _ AMENDED BUDGET
$ 115535 $ 115535 $ 115535 $ 0
156,000 179,050 255,354 76,304
0 0 722 722
271535 $ 294585 $ 371611 $ 77,026
$ 0% 0% 0% 0
67,840 3,910 3,902 8
2,380 2,000 1,956 44
3,300 5,510 5,493 17
220 300 296 4

110 0 0 0
22,000 60,900 60,757 143
4,900 6,800 6,646 154

0

4,220 3,925 3,885 40
1,870 2,030 1,996 34
880 0 0 0

560 1,050 1,032 18

220 0 0 0
16,300 45,825 45,696 129

0 0 0 0

31,200 46,800 46,800 0
156,000 $ 179050 $ 178459 $ 591
115535 ¢ 115535 ¢ 193,152 g 77,617




CITY OF CRYSTAL FALLS
BUDGETARY COMPARISON SCHEDULE
ELECTRIC RESERVE AND CONTINGENCY FUND
Y ear ended September 30, 2006

ORIGINAL AMENDED VARIANCE WITH
BUDGET BUDGET ACTUAL AMENDED BUDGET
Beginning Fund Balance $ 250,000 $ 250,000 $ 250,000 $ 0
Resources (Inflows)
Interest earned 0 0 6,755 6,755
Transfers from other funds 0 0 0 0
AMOUNTSAVAILABLE FOR APPROPRIATION $ 250,000 $ 250,000 $ 256,755 $ 6,755

Charges to Appropriations (Outflows)

Capital outlay $ 0$ 0$ 0$ 0
Transfers to other funds 0 0 0 0
TOTAL CHARGES TO APPROPRIATIONS $ 0$ 0$ 0$ 0
BUDGETARY FUND BALANCE--ENDING $ _ 250,000 ¢ _ 250,000 ¢ _ 256,755 $ 6,755
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CITY OF CRYSTAL FALLS
MERS PENSION FUNDING AND STATISTICS
SEPTEMBER 30, 2006

SCHEDULE OF FUNDING PROGRESS

UAAL ASA
ACTUARIAL ACTUARIAL  ACTUARIAL UNFUNDED PERCENTAGE OF
VALUATION VALUE OF ACCRUED AAL FUNDED COVERED COVERED
DATE ASSETS LIABILITY (UAAL) RATIO PAYROLL PAYROLL
31-Dec-03 5,146,395 5,235,508 89,113  98% 1,090,169 8%
31-Dec-04 5,343,291 5,812,422 469,131  92% 1,014,620 46%
31-Dec-05 5,512,922 6,066,962 554,040 91% 948,425 58%

SCHEDULE OF EMPLOY ER CONTRIBUTIONS:

ANNUAL
REQUIRED PERCENTAGE
YEAR ENDED CONTRIBUTION CONTRIBUTED

31-Dec-03 27,716 100%
31-Dec-04 76,899 100%
31-Dec-05 81,543 100%

THE INFORMATION PRESENTED ABOVE WAS DETERMINED AS PART OF THE ACTUARIAL
VALUATION AT THE DATESINDICATED. ADDITIONAL INFORMATION ASOF THE LATEST

ACTUARIAL VALUATION ISASFOLLOWS:

ACTUARIAL COST METHOD ENTRY AGE NORMAL
AMORTIZATION METHOD LEVEL PERCENTAGE OF PAYROLL
AMORTIZATION PERIOD 30 YEARS, OPEN
ASSET VALUATION METHOD ADJUSTED 5 YEAR SMOOTHED MARKET
ACTUARIAL ASSUMPTIONS

INVESTMENT RATE OF RETURN 8.00%

PROJECTED SALARY INCREASES* 4.5% - 8.66%

*INCLUDES MERIT/LONGEVITY INCREASES 0% - 4.16%

INFLATION 3% - 4%

OTHER 1994 GROUP MORTALITY TABLE
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CITY OF CRYSTAL FALLS
NON-MAJOR GOVERNMENTAL FUNDS
COMBINING BALANCE SHEET
September 30, 2006

TAX
LOCAL INDUSTRIAL INCREMENTAL
STREET PARK FINANCING TOTAL
ASSETS
Cash and equivalents $ 25,589 $ 52,196 $ 1251 $ 79,036
Accounts receivable 0 0 0 0
Due from other funds 0 0 0 0
Due from other governmental units 8,668 0 0 8,668
Other assets 0 0 0 0
TOTAL ASSETS $ 34,257 $ 52,196 $ 1251 $ 87,704
LIABILITIESAND FUND EQUITY
LIABILITIES
Accounts payable $ 403 $ 0% 0% 403
Salaries and wages payable 100 0 0 100
Accrued taxes and withholdings 0 0 0 0
Accrued interest 0 0 0 0
TOTAL LIABILITIES $ 503 $ 0% 0% 503
FUND EQUITY
Fund balance:
Unreserved-undesignated  $ 33,754 $ 52,196 $ 1251 $ 87,201
TOTAL LIABILITIESAND
FUND EQUITY $ 34,257 $ 52,196 $ 1251 $ 87,704
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CITY OF CRYSTAL FALLS

NON-MAJOR GOVERNMENTAL FUNDS

COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCE

Y ear ended September 30, 2006

TAX
LOCAL INDUSTRIAL INCREMENTAL
STREET PARK FINANCING TOTAL
REVENUES
Property taxes $ 0 $ 0 $ 1475 $ 1,475
State shared revenues 65,267 0 0 65,267
Interest 356 3,158 0 3,514
TOTAL REVENUES $ 65,623 $ 3,158 $ 1475 $ 70,256
EXPENDITURES
Construction $ 0 % 0 % 0 % 0
Maintenance 47,485 0 0 47,485
Drainage, sweeping and flushing 11,462 0 0 11,462
Trees and shrubs 8,534 0 0 8,534
Roadside betterment 2,106 0 0 2,106
Winter maintenance 39,148 0 0 39,148
Administration and engineering 5,159 0 224 5,383
Debt service 0 2,584 0 2,584
Capital outlay 0 0 0 0
TOTAL EXPENDITURES $ 113,894 $ 2584 $ 224 $ 116,702
EXCESS OF REVENUES
OVER (UNDER) EXPENDITURES $ (48,271) $ 574 % 1251 $ (46,446)
OTHER FINANCING SOURCES (USES)
Transfer from other funds $ 46,800 $ 0 $ 0 $ 46,800
Transfer to other funds 0 (55,000) 0 (55,000
EXCESS OF REVENUES AND
OTHER FINANCING SOURCES (USES)
OVER (UNDER) EXPENDITURES $ (1,471) $ (54,426) $ 1251 $ (54,646)
Fund balance - beginning 35,225 106,622 0 141,847
FUND BALANCE - ENDING $ 33,754 3 52,196 $ 1251 $ 87,201
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CITY OF CRYSTAL FALLS
SEWER UTILITY FUND
BALANCE SHEET
September 30, 2006 and 2005

ASSETS

Current Assets:
Cash and equivalents $
Accounts receivable
Due from other governmental units

TOTAL CURRENT ASSETS $
Restricted Assets:
Bond interest and redemption $
Repair and replacement
TOTAL RESTRICTED ASSETS $
Property, Plant and Equipment:
Sewage plant, lines and vehicles $
Less accumulated depreciation
TOTAL PROPERTY, PLANT AND EQUIPMENT $
TOTAL ASSETS $
LIABILITIESAND FUND EQUITY
LIABILITIES
CURRENT LIABILITIES:
Accounts payable $
Salaries and wages payable
Dueto other funds
Interest payable

Current portion of long term debt

TOTAL LIABILITIES $

LONG TERM LIABILITIES - Bonds payable $
FUND EQUITY
Contributed capital $
Retained earnings:
Restricted

Unrestricted, undesignated
TOTAL FUND EQUITY $
TOTAL LIABILITIESAND FUND EQUITY $
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2006 2005
140,949 $ 121,273
0 14,839
14,252 0
155201 $ 136,112
176,593 $ 154,147
90,110 80,759
266,703 $ 234,906
8,588,882 $ 8,588,882
(1,482,958) (1,306,837)
7,105924 $ 7,282,045
7,527,828 $ 7,653,063
1182 $ 2,581
940 810

0 0
12,566 12,743
49,000 47,000
63,688 $ 63,134
3,302,000 $ 3,351,000
3,944,769 $ 4,029,247
266,703 234,906
(49,332) (25,224)
4162140 $ 4,238,929
7,527,828 $ 7,653,063




CITY OF CRYSTAL FALLS
SEWER UTILITY FUND
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN RETAINED EARNINGS
ACTUAL AND BUDGET
Y ears ended September 30, 2006 and 2005

2006 2005

OPERATING REVENUES
User charges $ 348,988 $ 345,249
Other 0 0
TOTAL OPERATING REVENUES $ 348,988 $ 345,249

OPERATING EXPENSES
Genera and administrative $ 21,428 $ 22,236
Transmission, distribution and maintenance 83,848 94,997
Depreciation 91,643 91,593
Interest 152,734 154,766
TOTAL OPERATING EXPENSES $ 349,653 $ 363,592
OPERATING INCOME $ (665) $ (18,343)
NON-OPERATING INCOME - Interest $ 834 $ 6,271
NET INCOME $ 7,689 $ (12,072)
Retained earnings - Beginning of period 209,682 221,754
RETAINED EARNINGS - END OF PERIOD $ 217371 $ 209,682
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CITY OF CRYSTAL FALLS
STATEMENT OF CASH FLOWS
SEWER UTILITY FUND
Y ear ended September 30, 2006 and 2005

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from customers $
Payments to suppliers
Payments to or on behalf of employees

TOTAL CASH FLOWS FROM
OPERATING ACTIVITIES $

CASH FLOWS FROM NON-CAPITAL FINANCING ACTIVITIES
Transfer (to) other funds $
Loans received from (repaid to) other funds

TOTAL CASH FLOWS FROM
NON-CAPITAL FINANCING ACTIVITIES $

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Purchases of capital assets $
Payments on capital debt
Funding of restricted accounts

TOTAL CASH FLOWS FROM CAPITAL
AND RELATED FINANCING ACTIVITIES $

CASH FLOWS FROM INVESTING ACTIVITIES
Interest earned $

NET INCREASE (DECREASE) IN CASH $
Cash and equivalents - beginning

CASH AND EQUIVALENTS- ENDING $

RECONCILIATION OF OPERATING INCOME (LOSS) TO
NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES
Operating income $
Adjustments to Reconcile Operating Income to Net Cash
Provided (Used) by Operating Activities
Depreciation
Capital interest and fees
Change in Assetsand Liabilities
Recelvables - net
Due from other governmental units
Accounts payable
Accrued salaries and wages

NET CASH PROVIDED BY OPERATING ACTIVITIES $
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2006 2005
349,575 $ 335,979
(29,601) (39,890)
(76,944) (79,733)
243030 $ 216,356
0% 0
0 0
0% 0
0$ (1,500)
(199,911) (199,934)
(31,797) (31,617)
(231,708) $ (233,051)
8354 $ 6,271
19676 $ (10,424)
121,273 131,697
140,949 ¢ 121,273
(665) $ (18,343)
91,643 91,593
152,734 154,766
14,839 (9,270)
(14,252) 0
(1,399) (1,438)
130 (952)
243,030 g 216,356




CITY OF CRYSTAL FALLS
SEWER UTILITY FUND
SCHEDULE OF OPERATING EXPENSES
Y ear ended September 30, 2006 and 2005

2006 2005
Genera and Administrative:

Salaries and wages $ 13,546 $ 13,625
Employee benefits 7,097 7,661
Other 785 950
Total General and Administrative $ 21,428 $ 22,236

Transmission, Distribution & Maintenance:
Salaries and wages $ 37,005 $ 36,720
Employee benefits 19,426 20,775
Supplies and other 27,417 37,502
Tota Transmission, Distribution & Maintenance $ 83,848 $ 94,997
Depreciation 91,643 91,593
Interest 152,734 154,766
Total Operating Expenses $ 349,653 363,592
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CITY OF CRYSTAL FALLS
BUDGETARY COMPARISON SCHEDULE
LOCAL STREET FUND
Y ear ended September 30, 2006

ORIGINAL AMENDED
BUDGET BUDGET ACTUAL

VARIANCE WITH
AMENDED BUDGET

Beginning Fund Balance $ 35225 $ 35225 $ 35,225 0
Resources (Inflows)
State shared revenues and grants 50,000 65,200 65,267 67
Interest 0 0 356 356
Transfer from other funds 31,200 46,800 46,800 0
AMOUNTSAVAILABLE FOR APPROPRIATION $ 116,425 $ 147,225 $ 147,648 423
Charges to Appropriations (Outflows)
Construction $ 0% 0% 0 0
Route maintenance 57,150 47,485 47,485 0
Drainage, sweeping and flushing 3,300 11,462 11,462 0
Trees and shrubs 3,300 8,534 8,534 0
Roadside betterment 550 2,106 2,106 0
Winter maintenance 13,200 39,148 39,148 0
Administration and engineering 3,700 5,159 5,159 0
Transfer to other funds 0 0 0 0
TOTAL CHARGES TO APPROPRIATIONS $ 81,200 $ 113,894 $ 113,894 0
BUDGETARY FUND BALANCE--ENDING $ __ 35225 ¢ _ 33331 ¢ _ 3374 423




16715

wages
admin 3,308 1292
maint 4,855 3911
clean & drain 2,676 1985
trees 3,561 2825
roadside betterment 508 367
ice 8,205 6335

23112.32 16715



CITY OF CRYSTAL FALLS
BUDGETARY COMPARISON SCHEDULE
TAX INCREMENTAL FINANCING FUND

Y ear ended September 30, 2006

ORIGINAL AMENDED
BUDGET BUDGET ACTUAL

VARIANCE WITH
AMENDED BUDGET

Beginning Fund Balance $ 0$% 0$% 0 0
Resources (Inflows)

Property taxes 0 224 1,475 1,251

Interest 0 0 0 0

AMOUNTSAVAILABLE FOR APPROPRIATION $ 0% 224 $ 1,475 1,251
Charges to Appropriations (Outflows)

Downtown development $ 0$% 224 $ 224 0

Transfers to other funds 0 0 0 0

TOTAL CHARGES TO APPROPRIATIONS $ 03 224 $ 224 0

BUDGETARY FUND BALANCE--ENDING $ 0s 0s 1,251 1,251
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CITY OF CRYSTAL FALLS
BUDGETARY COMPARISON SCHEDULE
INDUSTRIAL PARK FUND
Y ear ended September 30, 2006

ORIGINAL AMENDED VARIANCE WITH
BUDGET BUDGET ACTUAL AMENDED BUDGET

Beginning Fund Balance $ 106622 $ 106622 $ 106,622 $ 0
Resources (Inflows)
Interest earned 1,500 1,500 3,158 1,658
Land sales 6,200 6,200 0 (6,200)
Transfers from other funds 0 0 0 0
AMOUNTSAVAILABLE FOR APPROPRIATION $ 114,322 $ 114,322 $ 109,780 $ (4,542)
Charges to Appropriations (Outflows)
Site improvements $ 7,700 $ 7,700 $ 0% 7,700
Debt service 0 2,584 2,584 0
Transfers to other funds 0 55,000 55,000 0
TOTAL CHARGES TO APPROPRIATIONS $ 7,700 $ 65,284 $ 57,584 $ 7,700
BUDGETARY FUND BALANCE--ENDING $ _ 106622 ¢ _ 49038 ¢ _ 52196 $ 3,158
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ScorT R. KENNEY

]
. Certified Public Accountant

1374 Commercial Ave., Suite #1
Crystal Falls, Michigan 49920
(906) 875-4393 Fax: (906) 875-3879

INDEPENDENT AUDITOR’S REPORT ON
COMPLIANCE AND ON INTERNAL CONTROL OVER FINANCIAL
REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS
IN ACCORDANCE WITH GOVERNMENTAL AUDITING STANDARDS

The Honorable Mayor and Council
City of Crystal Falls
Crystal Falls, MI 49920

I have audited the financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the City of Crystal
Falls, Michigan (City) as of and for the year ended September 30, 2006, which collectively comprise
the City of Crystal Falls, Michigan’s basic financial statements and have issued my report thereon
dated December 21, 2006. I conducted my audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits contained
in Governmental Auditing Standards, issued by the Comptroller General of the United States.

COMPLIANCE

As part of obtaining reasonable assurance about whether the City’s financial statements are
free of material misstatement, I performed tests of its compliance with certain provisions of laws,
regulations, contracts and grants, noncompliance with which could have a direct and material effect
on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of my audit, and accordingly, I do not express such an
opinion. The results of my tests disclosed no instances of noncompliance that are required to be
reported under Government Auditing Standards.

INTERNAL CONTROL OVER FINANCIAL REPORTING

In planning and performing my audit, I considered the City’s internal control over financial
reporting in order to determine my auditing procedures for the purpose of expressing my opinions
on the financial statements and not to provide assurance on the internal control over financial
reporting. My consideration of the internal control over financial reporting would not necessarily
disclose all matters in the internal control over financial reporting that might be material weaknesses.
A material weakness is a condition in which the design or operation of one or more of the internal
control components does not reduce to a relatively low level the risk that misstatements in amounts
that would be material in relation to the financial statements being audited may occur and not be
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detected within a timely period by employees in the normal course of performing their assigned
functions. Inoted no matters involving the internal control over financial reporting and its operation
that I consider to be material weaknesses. However, I noted other matters involving the internal
control over financial reporting that I have reported to the management of the City in a separate letter
dated December 21, 2006.

This report is intended solely for the information and use of the audit committee,

management, City Council and federal awarding agencies and is not intended to be and should not
be used by anyone other than those specified parties.

L K

Certified Public Acc t

December 21, 2006



ScotTt R. KENNEY

N Certified Public Accountant

1374 Commercial Ave., Suite #1
Crystal Falls, Michigan 49920
(906) 875-4393 Fax: (906) 875-3879

City Council

City of Crystal Falls

401 Superior Avenue
Crystal Falls, MI 49920

In conjunction with the audit of the financial statements of the City of Crystal Falls,

Michigan, as of and for the year ended September 30, 2006, I have reviewed the City's accounting
policies and procedures and systems of internal control. My audit was conducted primarily to enable
me to formulate an opinion on the City's financial statements and accordingly, would not disclose
all weaknesses in the system which may exist. My review disclosed certain areas in which I believe
more effective internal control or increased efficiency may be achieved. This letter is intended to
summarize my findings and present my overall conclusions and recommendations. It has been
prepared solely for the information of the City Council and management and should not be presented
or quoted to anyone outside of the City because of the possibility of misunderstanding by other
persons who may not be aware of the objectives and limitations of internal controls and my study
and evaluation thereof. The first recommendation is repeated from the prior year.

1.

OBSERVATION - Several employees received benefits or reimbursements that were not
approved by the City Council and are not part of the Council approved employment policies.
This includes but is not limited to the accumulation of compensatory time at the Power Plant.

RECOMMENDATION - Since setting employee compensation and employment policies
are the responsibility of the City Council, I recommend that these items and any similar
future items be individually considered and approved or amended by the City Council.

OBSERVATION - During the year a piece of equipment was purchased without being
placed on competitive bid. Management has explained the unique equipment being
purchased and its availability from only one source.

RECOMMENDATION - I recommend that, while not required in all instances, equipment
acquired above the capital policy threshold be acquired on a competitive bid basis or that the
City Council approve not competitively bidding an equipment purchase. Further, the results
of the bid or the reason for not bidding an item be included in the minutes of the Council
meetings.

OBSERVATION - Some timé has passed since the City developed the time study used to
allocate the administrative staff’s time to the various departments of the City.
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3. RECOMMENDATION - I recommend that the time study be updated to properly allocate
costs where time is being spent by the staff. This is especially important considering the
forthcoming streetscape and water projects.

4. OBSERVATION - The arrangement with the City Attorney was approved by the Council
when the Attorney was engaged. The agreement is not clear as to when the Attorney’s time
is chargeable and when it is not chargeable.

RECOMMENDATION - I recommend that the agreement be reviewed and clarified so the
City clearly understands its financial obligations under the contract.

5. OBSERVATION - During the audit fieldwork, I noted that some time sheets did not have
the employees and/or the department supervisors signatures or other approval.

RECOMMENDATION - I recommend that all of the time sheets be signed by the
employees and approved by the supervisor in writing prior to being processed. This will
eliminate any misunderstanding in regards to the hours and benefits to be paid to each
employee.

6. OBSERVATION - The golf operations have historically been accounted for as part of the
general fund operations.

RECOMMENDATION - I recommend that the City establish a separate “enterprise” fund
to account for the golf operations beginning at October 1, 2006. This will clearly delineate
the revenues, costs and reserves of the operations.

I would like to thank the City Council for allowing me to conduct the audit of the financial
statements and I would especially like to thank Chuck, Dorothea, Mark and the Department Heads
for their assistance during the audit.

o1 K

Certifiad Public A T

December 21, 2006



